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Depreciation and Taxes in Bankers’ Circulars 


By Homer 


In an address delivered at the an 
nual meeting of the American Institute 
of Accountants in September, 1927, 
the speaker said: “Statements showing 
so-called net earnings from which de- 
preciation and taxes have not been 
deducted are fallacious because there 
is absolute necessity for the main- 
tenance of capital assets and the pay- 
ment of taxes at least annually and 
in every practical sense before interest 
on bonds.” Also in that address: 
“And, of course, | do not refer to 
the statements where the amounts of 
depreciation, depletion and taxes are 
clearly stated somewhere in the cir- 
culars, so that investors can determine 
without too many computations of 
their own how much net income is 
left after the deductions for deprecia- 
tion and taxes.” The speaker was 
Colonel Montgomery. 

That view has just been officially 
endorsed by the Investment Bankers 
\merica. At the an- 
nual convention * of that association 
held October 14-19, 1928 the Public 
Service Securities Committee made a 
report in which the committee re- 
affirmed the findings of the Special 
1923 Circular Committee and in addi- 
tion, for both operating and holding 
companies, recommended the inclusion 
of the following paragraphs: 


Association of 


“Clear statement either in circular or 
by prominent foot-note showing  esti- 





* The proceedings appear in the November 3. 
1928 number of The Commercial & Financial 
Chronicle from which the references in this article 
are taken. 
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mated Federal taxes and depreciation. 

“That the actual figures or percentage 
of gross earnings for maintenance be 
clearly set forth in offering circulars. 

“All circulars should contain full and 
adequate information regarding all ma- 
terial factors, and, further, there should 
be in the hands of issuing bankers com- 
plete detailed information and_ statistics 
covering every phase of the offering. 
This information should be obtainable 
(without trouble) upon application, and 
so stated in the circular.” 


The committee's report was unani- 
mously accepted. 

Another report unanimously — ac- 
cepted by the 1928 convention of the 
Bankers Association was that of the 
Business Conduct Committee which 
said in part: 

“Furthermore, this Committee is of the 
opinion that in order to conform to “Better 
Practice” in offering the securities of public 
utility holding companies bankers should 
adopt one of two methods; either, 

(a) Seek credit on a basis of a holding. 
company’s capitalization with statement of 
the company’s incomes and expenses and 
not a statement of consolidated earnings and 
expenses of the company’s subsidiaries, or, 

(b) Seek credit on basis of a consolidated 
statement of capitalization of the holding 
company and its subsidiaries with a state- 
ment of the earnings, expenses and under- 
lying charges of the holding company and 
its subsidiaries. 

In our opinion no set of rulings can be set 
down in advance to guide members as to the 
completeness of information released because 
the scope of business carried on by so-called 
public utility companies varies greatly. Final 
judgment as to the adequacy of the informa- 
tion released must be left, as heretofore 
declared, to the opinion of the Board of 
Governors.” 
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lhe practice proposed by the Com- 
mittee on Business Conduct is signifi- 
cant. If the earnings are represented 
m a consolidated basis they would be 
related to the combined fixed charges 
for the subsidiaries and the holding 
company lf the income account of 
the holding company alone is the repre 
sentation, then it would be compared 
with the fixed charges of the holding 
ompany. The distinction may mate 
atfect the ratio of to 
charges. \ ot 


fering $30,000,000 of debentures of a 


rially net income 


fixed recent circular 
holding company showed consolidated 
2.4 the 

funded debt 
ind preterred stocks ot the subsidiar- 


net earnings equal to times 


annual fixed charges of 


ies and the interest requirements on 
the funded debt of the holding com- 
pany. tad the tixed charges of the 
subsidiaries been treated as a deduc 
tion in the consolidated income ac- 


count, the net income would have been 


8 times the interest charges of the 


holding company. 
Public 
that 


the 
ommittee 1s 
that 
and 


Phe recommendation of 
Securities ( 


of 


Service 
is, 
the 
company, 
That 
intor- 


hoth statements earnings, 
consolidated 


of 


the statement 


statement the holding 
should be set out in the circular. 
to the 


circular should con- 


recommendation relates 


mation which the 
tain, and there is no reason to suppose 
that it is in conflict with the practice 
ulvocated by the Committee on Busi- 
ness Conduct to the effect that credit 
should be sought on the basis of either 
ot The investor 
should overlook the fact that the 
income available for meeting the fixed 
securities of the holding 
in part at least, on 
the amount that can reach the holding 
company by way of dividends declared 


one two methods. 


not 
charges on 


company depends, 
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on the stocks of the subsidiary com- 
panies. 

Public utility subsidiary companies 
often have bonds outstanding with in- 
dentures stipulating that a 
minimum allowance 


specified 
for depreciation 
shall be charged in the determination 
of net income available for dividends. 
In such cases, the Committee’s recom- 
mendation that depreciation should be 
shown in the circular is of particular 
import. Mr. Perry 
said in his article on “Special Prob- 
of Consolidated State- 
ments” in the September, 1928 num- 

the L. R. B. & M. Journal: 
when it is clear that the hold- 
ing company's investment may not be 


Furthermore, as 


lems Income 


ber of 


adequately protected by depreciation 


charges against subsidiary earnings, 
additional should be al- 
lowed out of the earnings of the hold- 


ing company. 5 


amortization 


The federal income tax for a group 
(the 
1928 rate) of the net earnings (before 
deduction of income 
reported to the bankers. 
tion be substantial, the circular would 
be incomplete if it did not state the ap- 
proximate amount of income tax which 
the companies would have to pay. 
When the fixed property of a com- 
pany issuing first mortgage bonds is 
revalued, the 
the depreciation charges for a period 
of years prior to the date of revalua- 
tion should be revised so that the net 
earnings as represented for that period 
to the prospective purchasers of the 
bonds will be on a basis fairly com- 
with the capitalization and 
investment set forth in the 
The writer is not aware of 
any difference of opinion on the solu- 


of companies may exceed 12% 


federal tax ) 


If the varia- 


as 


question arises whether 


parable 
property 
circular. 


tion of this question for new corporate 
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entities. Depreciation of property ac 
quired by a corporation is reckoned on 
the cost of the property to that corpor- 
ation. If that cost is higher than the 
amount the the 


predecessor company or companies, de- 


carried on books of 
preciation expense presumably would 
be larger for the new corporation. The 
statement of net income of the 


decessor business, therefore, does not 


pre 


represent the earning power of the new 
adjusted by the 
revision in 


corporation unless 


amount of depreciation 
expense. 

But authorities the 
proper solution of this question of de 


disagree on 


preciation of appreciation when bonds 
are offered for sale to finance a busi- 
ness which is to be operated by a 
continuing corporation. If a continu- 
ing corporation offers its first mort- 
gage bonds and states in its letter to 
the bankers that the appraised value 
of the mortgaged property is a certain 
sum which is greatly in excess of the 
amount on the books, is the company 
bound from and after the date of the 
issue of the bonds to provide for an- 
nual depreciation reckoned on the 
appraised value of the property in the 
determination of net 
for 


income available 
dividends? Or, if the 
goes further and writes the appraised 
value into the balance sheet with a 
credit to a segregated surplus account 
for the appreciation, must the com- 
pany in fairness to the bondholders 
charge its account annually 
with depreciation on the larger valua- 
tion? authorities 


company 


income 


Some 


answer yes, 
others no. Without attempt to reach 
any conclusion in this discursive ar- 


ticle, some considerations not stressed 
heretofore may be cited to indicate the 
complexity of the problem. 

The possibility of a sudden distribu- 
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tion of the entire surplus arising from 


revaluation may be a far greater haz 
ard to the bondholders than would be 
the omission, year by year over a long 
period, of provisions for depreciation 
on the excess of the appraised value 
over cost. In certain jurisdictions 
dividends may not be disbursed out of 
surplus representing unrealized appre 
ciation, but in other jurisdictions divi 
dends may properly be paid out of the 
value over 


the liabilities and therefore out of any 


excess of assets at a fair 
amount of unrealized appreciation. 

In jurisdictions permitting payment 
of dividends out of any surplus, the 
distinction between charging deprecia 
income or 


tion on appreciation to 


charging it to surplus does not arise 
as far as the amount available for divi 
unless the bankers 


dends is involved, 


selling the bonds insist upon writing 
into the indenture a clause prohibiting 
out. ol 
Indeed, it 


has become a rather common practice, 


the declaration of dividends 


unrealized appreciation. 
write 
clauses into the indenture segregating 


whatever the jurisdiction, to 
all surplus as of the approximate date 
of issue of the bonds and permitting 
the declaration « 


f dividends only out 
of profits actually earned subsequent 
to that date. 


sions of a 


If the law or the provi 


bond indenture make re 
valuation surplus unavailable for divi 
then it seem to 


that revaluation surplus could have no 


dends, would follow 


meaning * other than to signify in the 


terms of double entry bookkeeping 


Sut the Tennesse 
ritus v. P 


184) that losses i1 





cided (in 





subsidiary company holding company 
incorporated under the laws of Delaware might 
charged against revaluation surplus, even thougt 
revaluation surplus was una\ dividenc 

In as far as that principle ha 


tion surplus does have a rea 








1 merely statistical one 











that the assets as of a certain date 
had a value in excess of cost.* 

But in looking at the asset side of 
the balance sheet, in which the fixed 
properties of a continuing corporation 
issuing bonds are stated at appraised 
value [ 
cost, we 


which is in original 
are still confronted with the 


question whether the representation of 


excess ol 


that value, as one of the inducements 
to investors to purchase the bonds, by 
implication obligates the company to 
reckon future annual depreciation 
charges on the value, rather than the 
cost, of the assets and to charge the 


entire amount of that depreciation 
against income (assuming dividends 
may be paid only from income 


account ). Those who answer that ques- 
tion in the affirmative must be pre- 
pared to say whether they would ad- 
vise such a corporation to provide not 
only for depreciation due to wear and 
tear and exhaustion, but also make al- 
lowance for any shrinkage in value 
in land and in all the other mortgaged 
properties. If it is the value the assets 
were represented to have at the date 
of sale of the bonds that is to be pro- 
tected for the benefit of the bond- 
holders, is it material whether the 
cause of any decline in value is a fall 
in prices or accruing physical deterio- 
ration ? 

It has not been contended that rail- 
road companies issuing bonds should 

* When I showed this paragraph to Mr. Wake- 
field he made this comment: “I think revaluation 
surplus has a further meaning than that suggested, 
particularly in case the revaluation surplus is large. 
Even if dividends cannot be paid out of such sur 
plus, the fact of the added value indicated by the 
surplus is a possible reason why dividends may be 
paid out of earned surplus which otherwise could 
not properly be paid. That is to say, the increased 
asset value indicated by the revaluation surplus may 
be such that the corporation can prudently pay out 
a larger portion of its earned surplus than it could 
if there were no such added value and the revalua- 


tion surplus serves to 


balance sheet. This is particularly true if the in- 


creased value of the property is such as could be 
readily realized upon if necessary.” 


indicate this fact in the 
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provide for depreciation of apprecia- 
tion, even though the fair value of the 
mortgaged properties is often repre- 
sented to be higher than their book 
cost. Many railroad companies make 
no provision in their accounts for any 
depreciation except for depreciation at 
moderate rates on the rolling stock. 
The electric utilities under their uni- 
form classification of accounts deny 
the fact of depreciation in the sense 
of an accruing process and their pro- 
visions for retirement expense may be 
charged to surplus or to income or in 
part to The Interstate Com- 
merce Commission requires that de- 


each. 


preciation on railroad properties when 
taken into the accounts shall be based 
on original cost. The uniform classi- 
accounts for the electric 
utilities defines retirement loss as the 


fication of 


excess of the original cost (not value), 
plus cost of dismantling, over the sal- 
vage value of fixed capital retired from 
service. Is not the purchaser of bonds 
of a railroad company or of an electric 
utility on notice that depreciation or 
retirement expense will be computed 
on the cost, rather than on the value, 
of the mortgaged properties and, fur- 
ther, that the income account may not 
be charged with the full amount of ac- 
cruing depreciation on cost? If that 
be admitted, there is merit in the con- 
tention that the depreciation for indus- 
trial companies issuing bonds should 
be calculated in 
conventional 


accordance with the 
accounting practice of 
such companies and that the bond- 
holders cannot reasonably maintain, in 
the absence of a contrary provision in 
the indenture, that depreciation charges 
to income calculated on cost are inade- 
quate because value-depreciation is not 
also deducted from the earnings avail- 
able for dividends. 
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Refund Claims Should Be Filed for Additional 


Depreciation and Depletion 


By J. Marvin Haynes 


(Manager 


Beginning with the Revenue Act of 
1924 Congress provided that where a 
reorganization has taken place and the 
law does not recognize a profit or loss 
for tax purposes, depreciation and 
depletion must be determined by using 
the basis of the predecessor owner or 
owners. To illustrate, let us 
simple example. “A” 


take a 
an individual, 
owns a building which had cost him 
(after allowing for depreciation since 
acquisition ) $200,000. The land cost 
$100,000, making a total cost of 
$300,000 for land and building. In 
1924 the land and building is trans- 
ferred to “B”, a corporation, in ex- 
change for stock. ‘SA’, the individual, 
becomes the owner of all of the stock. 
\t the time of 1924 
the building has a fair market value 
of $500,000 and the land a fair mar- 
ket value of $300,000. 


the transfer in 


The law pro- 
vides that in determining depreciation 
for tax purposes, corporation “B” 
must use the basis of $200,000 and not 
$500,000. 

The law also provides that if “B” 
corporation sells the land and building, 
the profit or loss for tax purposes must 
be determined by 
$300,000 to “A” 


using the cost of 
the individual, and 
not the cost to the corporation of 
$800,000. This rule applies irrespec- 
tive of the fact that the stockholders 
who are directing the sale by the cor- 


poration may have purchased their 
stock on the basis of the increased 
market value of the land and _ the 


building. 
The foregoing example is perhaps 


Washington Office) 


form of 
that may take place. 


the simplest reorganization 
The 1924 law 
and all subsequent laws in effect pro- 
vide that where a reorganization has 
taken place and no profit or loss aris- 
ing from the has been 
recognized for tax purposes, the new 
entity or entities, for the purpose of 
computing depletion, depreciation, and 
profit or loss in case of sale, shall use 
the basis of the predecessor owner or 
Owners. 

The excess profits tax acts of 1917, 
1918 and 1921 provided that in the 
case of certain reorganizations, in- 
vested capital should not be in excess 
of the cost to the predecessor owner. 


transaction 


Clearly, Congress has the power to 
determine invested capital. Invested 
capital was used merely as a measuring 
rod to determine the rate of tax to be 
paid. There is grave doubt, however, 
whether Congress can go one step fur- 
ther and compel the new taxable en- 
tity to use the cost basis of its prede- 
cessor owner in the determination of 
taxable income. Depreciation neces- 
sarily involves the determination of 
taxable income. Consequently, Con- 
gress is limited by the provisions of 
the Sixteenth Amendment which pro- 
vides that: 

The Congress shall have power to 
levy and collect taxes on incomes, ... . 


If a new taxable entity is not per- 
mitted to use its cost for computing 
depreciation in the determination of 
income for tax purposes, clearly the 


(Continued on page 22) 
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Expansion of Clientele 


By WaLTER B. Gipson 


(Manager, Los Angeles Office) 


“What produces new clientele?” sonal knowledge of excel- 
To answer this question perhaps we lence of professional work 
should divide it into two parts, first, 2. Confidence based upon recom- 
“What has produced new clientele in mendation of others who 
the past?” and, second, “What will have personal knowledge as 
produce it in the future?’ The an- to excellence of specific 
swers to these two questions may not work 


be identical, even if complete itemiza- 


3. Confidence based on general 


tion were in fact possible. The world knowledge 
of business, with which our profession 1. General reputation of firm to 
is allied, continues to move and the the individual charged with 
elements which bring about expansion making selection of auditors, 
of clientele may vary in relative im- arising from 
portance from time to time, as well as (a) General familiarity with 
between different cities and sections of firm standing 
the country. (b) Citation of firm name in 
[t appears that, in the past, new financial advertisements 
clients have come to us for the fol- (c) Knowledge of name 
lowing main reasons: through firm  publica- 
tion or writings of in- 
1. They have had a feeling of con- dividual partners 
fidence in the professional work (d) Other ethical publicity 
of the firm. (if any) 


2. Specific reputation of local 
office to individual making 
selection 

Specific reputation of indi- 
vidual partner, manager or 
staff member to individual 


2. They have been instructed to use 
the firm, although without specific 
knowledge of us. 


ww 


Clientele Through Confidence. The 
first of the reasons enumerated, . 
- ‘ ze : charged with the selection 
namely, “confidence”, has, without — ; 
: : ; si C. Confidence based on assumptions 
doubt, the most far-reaching effect. area ae é cen 
“on a 1. Personal liking for specific 
Confidence is an elusive thing; it can : 
aoe ’ partners or managers with 
he complete or partial; it can be devel- ee Piss 
oe - the implication that “if I 
oped in many different ways. The ; ; 
, a : : like him personally I will 
following outline includes some of the bablv like hi i kK” 
more obvious origins of confidence in tenes Pmgaasleia* 


- ° e _ ? Jore e “2.5 » § . oe 3 

the firm or in specific offices. 2. Personal liking for staff mem 
bers, with similar reaction 

A. Confidence based on _ specific as to assumed excellence of 
knowledge work of firm with which 


1. Confidence based upon _per- they are associated 
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We must keep in mind that any or 
all of the confidence 
may effect individuals charged with the 
responsibility of selecting an auditor 
for their own businesses alone, or they 


above bases of 


may affect bankers, attorneys, or engi- 
neers who have the opportunity to in- 
fluence numerous engagements. 

It is difficult to say that the order 
of the outline above represents exactly 
the relative importance of the sources 
enumerated. While the order might 
be practically exact for one office, it 
might fail to weigh correctly the local 
or personnel situation of another office. 
However, if there can be a general 
truth, it is probably that A-1 in the 
outline, i.e., “Confidence upon 
personal knowledge of work,” is the 
most specific confidence of all and the 


based 


most valuable single source of 
clientele. If this kind of 
once starts, it gives rise to other types. 


new 
confidence 


The personal confidence of a banker, 
based upon his knowledge of an en- 
gagement well handled, soon translates 
itself to what we may term “second- 
hand” confidence because banker No. | 
passes the word along to banker No. 
2 or individual No. 3. Very shortly 
this type of confidence builds up into 
general reputation. 

It seems impossible to draw the line 
where type of confidence leaves 
off and the other begins. There is the 
difficulty of deciding whether conti- 
dence is most fully aroused by tech- 
nical attainments, by attractiveness of 
personality, or by a combination of 
both. Usually both forms of attrac- 
tion must exist; either one can succeed 


one 


alone, but the cases are not common. 

In the same manner, how are we to 
distinguish between the effect of pro- 
fessional technique and personality of 
the office heads (partners and man- 
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agers) and the effect upon clients and 
others of the technique and personality 
of staff members, especially those upon 
whom much responsibility for client 
fall? 

At the October managers’ meeting, 
an attempt was made to secure a com- 
posite opinion from the twenty-one 
representatives present as to the rela- 
tive importance of the various causes 
leading to new clientele. As a com- 
posite, the results were not useful. The 
opinions of representatives from the 
same office were reasonably consistent, 
otherwise, the variations were wide. 
The firm has always emphasized the 
need for individuality as between of- 
fices to provide a free outlet for 
individual temperaments and_person- 
alities and to permit adaptation to local 
conditions, all, however, bound to- 
gether by fundamental standards of 
ethics, procedure and technical excel- 
lence without which the firm would 
quickly become merely a collection of 
isolated offices. From the results of 
the attempted composite now comes 
the question as to whether there is not 
something to be gained in a more 
definite understanding, covering the 
firm as a whole, as to which of the 
possible reasons for new clientele are 
the most important, and, therefore, 
should receive the greater emphasis. 

Some of the most satisfactory 
professional relationships have origi- 
nated in personal friendships out of 
which grew business confidence of a 
high degree. Such a source of new 
clientele appears to be the largest un- 
developed possibility of any on the list 
and developments in recent years show 
ample recognition of this factor. More 
and more are accounting staffs being 
recruited with reference to personal 


work and contacts must 


(Continued on page 19) 
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Retail Accounting 


$y Hermon F. BELL 
(New York Office) 


At the firm and managers’ meeting, 
an hour was devoted to a discussion of 
retail accounting. This article briefly 
summarizes the principal topics of that 
discussion. 

An outline of subjects presented in 
advance for consideration by those at- 
tending the conference is as follows: 


1. Principle forms of retailing: 
Department stores 
Chain stores 
Specialty and Single Line stores 
General stores 
Mail Order houses 
Direct selling 
2. Trends and Tendencies in Retailing 
3. Distinctive features of retailing and the 
resultant effect thereof upon the < 
counts, especially as reflected in: 
Departmental organization and accounts 
Merchandise control 
Daily cash and sales audit 


c- 


4. Merchandise control, including the retail 
method 


on 


. Standard forms of Controllers’ Congress 
of National Retail Dry Goods Asso- 
ciation (including recent revision of 
expense manual ) 

6. Functional and expense classifications as 

guides to management 

7. Operating ratios, including report of 

Bureau of Business Research, Har- 
vard University 

8. Audit procedure 


9. Tabulating and Central Records Ma- 


chines in department stores 


— 


0. Fixture accounting for retailers 


11. Tax problems of retailers 


It will be noted that emphasis was 
‘placed upon trends and tendencies in 
retailing, distinctive problems of mer- 
chants, and the resultant effect upon 


their accounts, together with consider- 
ation of an ever increasing body of 
trade information or data as a guide 
to management. 

Only incidentally was audit pro- 
cedure discussed, and that primarily 
as affected by problems referred to and 
by the need for a large background of 
knowledge as to the development of 
the science and practice of retail 
accounting. 

“Trading Up’: The Executive Com- 
mittee of the National Retail Dry 
Goods Association has selected as the 
keynote for its next convention, 
“Consumer Demand—the Merchant’s 
Guide”. Also, progressive merchants 
are more and more coming to stress 
what they call “trading up”. Ina gen- 
eral and broad sense, these two sub- 
jects were made the keynote of the 
discussion of retail accounting, namely, 
that accountants should in a_ broad 
sense consider as a guide to their prac- 
tice and procedure the demands of 
retailers, whether expressed or implied, 
and that in the development of their 
work along the lines of the greatest 
service, they need constantly to “trade 
up’, as it were, that is to have a lively 
sense of the broadening field in retail 
accounting for those who liberally in- 
terpret this term and are able to bring 
to their work both broad and special- 
ized knowledge of problems, practices 
and tendencies in retail accounting. 


Increasing Demands on Accountants: 
It was emphasized that the time has 
passed when department store or other 
retail audits, or accounting work, can 
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be carried to the most successful con- 
clusion, unless there is familiarity with 
the great body of facts which have 
been compiled and tabulated as to re- 
tail operations, and, even more, ability 
to interpret and apply results not 
simply of one store, but of the busi- 
ness of distribution as a whole, as a 
guide or standard by which to judge 
present operations. 

A number of specific problems con- 
nected with retail auditing and espe- 
cially with respect to inventory control 
and valuation were discussed, with 
exchange of experiences and view- 
points as to these problems. 

Pacific Coast Offices: An interesting 
feature brought out at the conference 
was the activity of our offices on the 
Pacific ‘coast in the development of 
this branch of their work, and the in- 
creasing amount of retail accounting 
and auditing there being done, with 
prospects of further increase. 

Standard Methods and Forms: Ap- 
preciation was expressed of the bene- 
fits from the advance that has been 
made in retail accounting through the 
development and adoption of standard 
forms, such as the procedure used by 
the stores of the Retail Research As- 
sociation and Standard Forms of the 
Controllers’ Congress. 

It was the sense of the meeting that 
at least one man at each of our offices 
should be especially familiar with these 
developments, and also that each office 
would do well to study the results 
tabulated annually by the Bureau of 
Business Research of Harvard Uni- 
versity (especially Bulletin No. 74), 
referring to operating ratios and ex- 
penses for the year 1927. 

Tabulating Machines: Tabulating 
and central records machines is a sub- 


ject upon which there has been a con- 
siderable development of interest in 
department circles, especially 
since the May 1928 Convention of 
the Controllers’ Congress at Boston, 
at which time these subjects were pre- 
sented in such a way as to command 
attention. It was felt that this was a 
subject of considerable interest to our 
offices, and that we would do well to 
keep in touch with developments in 
this field. Incidentally it is of interest 
to note that the Chicago Controllers’ 
Association (one of the local groups 
more or less closely affiliated with the 
Controllers’ Congress) devoted one of 
its recent this subject, 
namely, “Tabulating Machine Audit- 
ing and Its By-Products”. 


store 


sessions to 


Taxes and Fixture Accounting: 
was made to the revision, 
now being made by a committee of the 


Controllers’ Congress (on which com- 


Reference 


mittee clients of ours are represented ) 
of the Expense Manual. 
Tax problems of particular interest 


to retailers, and fixture accounting for 
retailers, were also discussed. 


In con- 
nection with the latter subject, atten- 
tion was called to the fact that the 
New York office prepared Chapter 3 
(Federal Income 
counting 


Tax Phases of Ac- 
Procedure for Fixtures, 
Equipment, etc.) of a Manual on Store 
Fixture Accounting presented to the 
Controllers’ Congress by the Metro- 
politan Controllers Association in May, 
1928. This manual is available to any 
of our offices. 


Data Accumulated by New 
O ffice ms 
has 


York 
The New York office, which 
for a number of years been in 
especially close touch with the devel- 


(Continued on page 22) 

















LRBEG M.JIQOURNAL 


Valuation of Inventories 


By PRIOR 

(New Y 

Bankers, merchants and manufac- 
turers, more than ever before, are 


awake to the importance of inventory 
values as a part of any financial state- 
ment and are interested, in a 
stantly increasing degree, in the ascer- 
tainment and 
expression of inventory value and its 
relation to earnings. 

The professional auditor has also 
long recognized the great importance 
of this phase of business values and 
has 


con- 


of a_ correct reliable 


devoted himself with increasing 
intensity to its solution. 

That this subject continues to com- 
mand the thought and attention of the 
profession is evidenced by the frequent 
public discussion of the problem, and 
the recent appointment by the New 
York State Society of Certified Pub- 
lic Accountants of an inventory sur- 
vey committee to prepare a memo- 
randum defining the attitude of the 
Society regarding the character and 
scope of the auditor’s investigation of, 
and responsibility for, inventory values 
in financial statements. 

No problem in the determination of 
asset values requires greater skill, care 
and ingenuity the part of the 
auditor, or is beset with greater ob- 
stacles, than the verification of inven- 
tory values. 


on 


With the end of the present year 
close at hand it is appropriate to pre- 
sent some of the major features in- 
volved in the valuation of inventories, 
and to reiterate the cautions and safe- 
guards to be exercised. 

To my mind the expression, inven- 
tory valuation, is not restricted to the 


SINCLAIR 


rk Office) 


value attributed to a unit or a variety 
of units comprising an inventory, but 
embraces all the which enter 
into the determination of the final 
amount which, upon the balance sheet, 


factors 


purports to represent the existing in- 
ventory investment. 

It embraces 
weight or 
scription ; 


of 
accuracy 
of classification, 
indicative of its usability or salability ; 


accuracy count, 


measure ; of de- 


accuracy 


accuracy of unit valuation, expressive 
of that usability or salability, and ap- 
propriately reflecting market value or 
cost; and accuracy of arithmetical cal- 
culations. We cannot have a reliable 
and accurate inventory value unless all 
the parts comprising the whole are re- 
liable and accurate, and to determine 
an accurate expression of these sepa- 
rate parts and the resulting total is 
the task to be performed. 

It not serve our purpose to 
outline methods of verification appli- 
cable to different types of industry, 
for the method of verification in its 
entirety is dependent upon the char- 
acter, accuracy and availability of data 
and information, which vary in almost 
every engagement. 


would 


Complete and re- 
liable cost records, frequent internal 
inventory checks and reports, and de- 
tailed stock record cards permitting of 
test counts may, in one instance, suffice 
to afford a reliable verification of in- 
ventory values, while, in a like enter- 
prise lacking reliable records of that 
character, test and observation of a 
physical inventory may be requisite. 
The proper solution of the problem 
is not to be obtained by formulae of 











i" 





procedure, but by a full appreciation of 
the objective and a thorough study 
and analysis of the features particular 
to each separate engagement, and by 
an understanding of all the possible by- 
paths which might lead into error and 
away from the desired goal. 

The principles covering the verifica- 
tion of inventories are admirably set 
forth in Colonel Montgomery's Audit- 
ing Theory and Practice (Fourth Edi- 
tion), Chapter 8, pages 143 to 199, 
and every staff member will be bene- 
fited by a study of that chapter, par- 
ticularly by familiarizing himself with 
the 15 rules for verification included 
therein. The reprint from the Federal 
Reserve Bulletin entitled “Approved 
Methods for the Preparation of Bal- 
ance Sheet Statements” presents con- 
cisely and in a very capable manner 
the prime requisites of 
verification. 


inventory 


The customary method of expressing 
inventory values is the lower of cost 
or market, and in determining mar- 
ket value great care must be exercised 
that consideration is given to all the 
factors which affect the marketability 
of the item and which should find re- 
flection in the market value to be as- 
certained. Too frequently the auditor 
is confronted with an unwillingness on 
the part of his client to admit an un- 
fortunate purchase, or a tendency to 
ignore the fact that, while an apparent 
market exists at present quotations, 
in reality no actual market exists. 

Recently, in discussing inventory 
values with a client, he referred to a 
list of his current prices and stated that 
there was no great amount of business 
offering at that time; therefore, he had 
not cut prices, but added that when a 
customer had an order to place an 
attempt was made to discover what he 
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was willing to pay and the order taken 
accordingly. 

Where the question of design, color, 
style and season is reflected in a pro- 
duct, wearing apparel, furnishings, 
novelties and merchandise of like char- 
acter, such goods in inventory after 
their season are undoubtedly lacking 
in some feature essential to their 
prompt disposal and should be stated 
in the inventory at a value which will 
permit of their sale at a price which 
will absorb the selling and other gen- 
eral expenses and yield the proper 
margin of profit. This principle of 


valuation does not differ from that 
of department stores, although the 


method of arriving at the amount dif- 
fers; in each instance the inventory 
value is stated at an amount in rela- 
tion to the anticipated sales realization. 

In considering the value of manufac- 
tured articles, fabricated metals, wood 
products, pressed fibre products, bake- 
lite and all forms of metal and wood 
substitutes, it must be borne in mind 
that such products have a value con- 
sistent with their cost or present market 
value only provided they can be used 
or sold for the purposes for which 
created, therefore, the problem in rela- 
tion to industries of the type indicated 
requires careful consideration of the 
factor of obsolescence, which could also 
be called non-salability. 

In industries of this type a verifica- 
tion of the accuracy of the physical 
quantities recorded in the inventory is 
generally readily obtainable. The most 
satisfactory method is to be represented 
at the physical taking of the inventory, 
preferably examining the location and 
character of the stock before that time, 
participating in the preparation of in- 
ventory instruction, observing and test- 
ing the recording and listing thereof. 

















In an engagement just concluded our 
representatives arrived in advance of 
the date of physical inventory, attend- 
ed the inventory committee meetings, 
visited all parts of the shops, called at- 
tention to conditions 
which could be improved, and reviewed 


certain storage 
the basis for classifying the stock as 
between active, inactive and obsolete. 
The shop was closed down, excess 
stores on shop floors and galleries were 


returned to store rooms, stores were 
stocked and arranged to facilitate 


counting. 
bered and perforated in three coupons. 
The count was recorded on coupon No. 
1, inventory directors made inspection 


The inventory tag was num- 
Z Ss 


by sections and upon notification of 
release coupon No. 1 was detached, the 
stock was immediately recounted by a 
different and the second count 
recorded on coupon No. 2. The office 
force matched coupon No. 1 and No. 2 
and if any discrepancy existed in count, 
description, classification or location, 
the coupons were referred back to the 
After matching, 
coupon No. 1 was forwarded to stores 
as authority for adjustment of stores 
record and such adjustments were listed 
and investigated. Coupon No. 2 
routed to the cost department for cost- 
ing. 

It is evident that an inventory under 
this plan would be highly accurate as 
to count and the careful consideration 
given to the classification of stock af- 
fords an excellent basis for the proper 
expression of value. 

However, the auditor is not always 
so fortunate, as is illustrated by an ex- 
In this 
instance a change in location shortly 
preceding had caused considerable con- 
fusion, stores were still being sorted, 
store control cards were being installed 


crew 


shop for correction. 


Was 


perience not quite so recent. 
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but all 
The enterprise was of comparatively 
recent and 
knowledge of costs was incomplete and 
inaccurate, the 
sold comparatively large units of pro- 
ducts and a the 
inventory was represented by these 


rece rded. 


stores were not so 


origin cost methods or 


llowever, company 


substantial part of 
units which had been manufactured on 
order largely from raw material with 
some assembly into them of the pro- 
ducts of The 
inventory value of finished stock and 
work in process was determined by 


other manufacturers. 


working back from the sales price, al- 
lowance being made for estimated costs 
ot completion. The stores were valued 
by listing the larger and more costly 
items and estimating the value of the 
remainder based upon their known re- 
quirements per unit of products and, 
considering the purpose for which the 
inventory value was required, the re- 
sult obtained was trustworthy. 

manutac- 
tured products requires very careful 
attention. ‘The auditor should examine 
into the character of the goods sold, 
look over the sales department litera- 
ture, current and past, out the 
items which have been favorites and 
which have been supplanted, note the 
major changes in design as revealed by 
the display literature, and then seek to 
identify similar items or their com- 
ponent parts in the inventory and have 
the responsible person point out when 


Possible obsolescence in 


seek 


and how such parts or units were dis- 
posed of; generally a favorite seller 
does not fade out just at the time when 
the inventory is exhausted. Where 
stores records are maintained, inactive 
items can usually be readily disclosed 
by investigation and such inactive items 
should be the subject of suspicion; the 
manufacturer is not intentionally pur- 























chasing or producing units merely for 
the joy of keeping them in stores and 
when we find them lying there for an 
inordinate length of time, there is a 
reason. Generally the reason is that 
they cannot be used or sold and they 
are being kept for the reason that their 
scrap value is negligible and in the 
hope that some day a means of salvag- 
ing some part of the value will be dis- 
covered. 

After the exhausted 
every means of verifying the inventory 


auditor has 
as such, he should consider the inven- 
tory value in the light of the operating 
result which the application of the in- 
ventory produces. Measure and weigh 
the inventory in relation to other fac- 
tors of the business. Where the pro- 
duct is of a relatively uniform costing 
character, that is the element of direct 
labor and material enter ratably into 
the different products, a comparison 
with previous periods will assist in 
building up a further understanding 
of the inventory value. 

I recall an instance in making a 
balance sheet audit at an interim date, 
at which a physical inventory was not 
taken, wherein it was found that the 
work in process account had increased 
considerably over the amount at pre- 
vious periods. The costing methods 
were long established and had_ pro- 
duced fairly, reliable monthly state- 
ments in the past, the general accuracy 
of which from time to time had been 
substantiated by the physical inven- 
tories taken. The volume of sales 
which had been fairly consistent for 
several years had decreased and direct 
pay roll and material expenditures had 
followed the sales trend and had also 
decreased, unfilled orders on hand were 
less than usual and in the light of all 
these facts it was evident that despite 
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the amount shown in the work in pro- 
must 
investigation 


account, it also have de- 


cess 


creased, Further and 
analysis of the work in process account 
disclosed two major causes of the over- 
statement and made possible the ad- 
justment of this account to a proper 
basis. A large accumulation of ex- 
traordinary maintenance expenditures 
incurred on shop orders was being car- 
ried in work in process awaiting com- 
pletion, the taken 
advantage of the slack periods to take 


company having 
care of maintenance postponed to avoid 
interruption to production. l*urther- 
more, adequate revision had not been 
made in the unit costs to absorb the 
current overhead which was higher in 
volume. 
Thus cost of sales was understated and 


ratio to the lesser product 


work in process inventory was cor- 
respondingly overstated. 

[ cannot sum up in brief language 
the factors to be borne in mind; I know 
of no short cut to the solution desired ; 
[ cannot supply a magic compass which 
would guide us away from pitfalls and 
errors in judgment or protect us from 
the guile of the sales artist who knows 
that the which he had 
fondled to his bosom for a year or two 


merchandise 


is going to be sold this year at a big 
profit. The only safeguard is good 
hard work, and an intensive analysis 
of all related factors. We must bur- 
row into every phase of the situation 
and take nothing for granted. 


A Doubtful Receivable 


Father: Young man, I understand 
you have made advances to my 
daughter. 


Young Man: Yes, and since you 
have mentioned it, I wish you would 


get her to pay them back. 
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The Annual Firm Meeting 


Krom time to time as occasion re- 
quires, members of the firm gather for 
conference on matters of importance 
in our practice. Such a meeting held 
in the fall of the year has for several 
years past been assuming more and 
more importance so that it may be said 
to have become our firm’s annual meet- 
ing. 

This year the meeting was held at 
Washington, D. C., from October 25 
to 27. Those in attendance included 
all the members of the firm, all but one 
of the branch office managers, and a 
number of the department managers 
and some of those members of the staff 
at our various offices who carry special 
responsibilities. 

The opening session was held on the 
evening of the 25th and was devoted to 
a discussion of problems arising out of 
the examinations we are called on to 
make for security offerings. The gen- 
eral aspects of this class of engage- 
ments, our relations to banker and 
client, respectively—our position not 
infrequently being of a liason nature 
—and the manner in which we may 
best serve both parties, were first dis- 
cussed. Then technical questions aris- 
ing out of the preparation of so called 
“modified” statements of financial posi- 
tion and earnings for bankers pros- 
pectuses (see Mr. Sweet’s article in the 
November, 1925, issue of the L. R. B. 
& M. Journal) were taken up. The 
discussion was comprehensive and ex- 
tended and was still “going strong” 
at eleven o'clock, when adjournment 
was taken. 


The next day a number of sessions 
were held, one being devoted to the 
discussion by the managers’ group of 
the subjects of Retail Accounting, Ex- 
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pansion of Clientele, and Valuation of 
Inventories. “The evening session on 
the 26th was under the direction of 
Colonel Montgomery and was devoted 
to the consideration of how we may 
best serve our clients in the matter of 
their income tax problems. It was 
recognized that even though the excess 
profits tax is no longer in force, income 
tax rates are still high enough to be a 
vital factor in business. .\ number of 
tax questions which are live issues and 
concerning which we need to be sure 
of protecting our clients’ interests were 
discussed. 

While the meeting of the several 
days was primarily for serious business 

and that referred to above was only 
a part of what occupied the thought 
of those present—time was also found 
for a bit of recreation. This took the 
form of a golf tournament in which 
Mr. J. Marvin Haynes won for the 
Washington office the L. R. B. & M. 
cup which Mr. Don S. Griffith had 
taken to Seattle after last year’s tourna- 
ment. 

A number of the articles which ap- 
pear in this issue of our JOURNAL 
are based on the discussion of sub- 
jects considered at the annual firm 
meeting which is thus brought, 1n part, 
at least, to the attention of our entire 
organization. 


The Consolidation Era 


One of the most notable develop- 
ments in the field of finance and indus- 
try in recent years is the ever increasing 
trend toward consolidation. Combin- 
ations of smaller units into larger enti- 
ties have been effected by mergers, 
consolidations or formation of holding 
companies, in numerous instances and 
in widely diversified lines of both busi- 
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ness and finance. .\ case in point is 
that of the banks, among which there 
have been many mergers in the last few 
years, particularly in New York City. 
Public utilities, especially electric light 
and power and gas companies, are tend- 
ing more and more to come within the 
control of strong interests. Among the 
industrials, too, there has been marked 
activity of a like kind. 

Nor should this trend be considered 
solely in the past tense. Consolida- 
tions are being announced frequently 
and the financial district is rife with 
rumors as to still further consolida- 
tions. Consolidation is “in the air.” 

It is interesting to note the following 
summary by the New York Public 
Service Commission of the. testimony 
in favor of the acquisition of the out- 
standing stock of the Brooklyn Iedi- 
son Company by the Consolidated Gas 
Company. 
by the 


This was allowed recently 
Public Service Commission. 
The case aroused widespread attention 
not only because of the magnitude of 
the operations of the two companies in- 
volved—it has been referred to as New 
York’s “billion dollar combine”—but 
because a rehearing by the Commis- 
sion had been requested by Governor 
Smith and denied by the Commission. 


1. That the tendency in the public 
utility business is toward consoli- 
dation of companies and larger 
financing and operating units. 

2. That such consolidations carry with 
them unified management and 
uniform policies and practices. 

3. That the bringing together of the 
Consolidated Gas Company of 
New York and the Brooklyn Edi- 
son Company will enable future 
financing to keep pace with the 
growth of the city of New York. 
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+. That unified control will tend to 
better and more economical serv- 
ice in that generating 
may be located with a 
extending service 


stations 

view to 

over larger 
areas. 

‘hat unified control, as far as the 

physical development of the busi- 

ness is concerned, would correlate 
with better city planning. 

‘hat under unified control econo- 

mies in capital expenditures and 

operating expenses would be cer- 
tain. 

That financing 
could be done on terms more ad- 
vantageous to the public and the 
company. 


al 


N 


necessary capital 


8. That enlarged purchasing facili- 
ties consequent upon unified con- 
trol would tend to reduction in 
expense. 

That unified control would obviate 
the rate differentials, that now 
exist in the electric services 
rendered in Brooklyn and Queens 
boroughs. 7 

10. That unified control would tend to 
reduce rates to consumers. 


The following discussion of the rea- 
sons for bank mergers appeared in a 
circular recently issued by a Wall 
Street house dealing in bank stocks: 

There are certain trite arguments 
for mergers of all kinds, based on the 
theory that increase of size will benefit 
earnings, partly through economies of 
operation, and partly through better 
facilities for new or bigger business. 
In the industrial concerns, 
there are reasons that do not apply to 
banks—such as volume purchasing of 
materials, the combining or acquiring 
of marketing facilities, etc. 

Bank mergers are not made just for 


case of 


size, in the way that a small boy de- 
sires to be as big as the grown-ups 
These mergers are effected for the most 
carefully considered of strictly busi- 
ness reasons—particularly so because 
the purchase price usually involves the 
payment of a large premium over book 
value—this premium representing an 
estimate of the value of deposits and 
other phases of a going business. 

The degree of benefit from any par- 
ticular merger depends on the sound 
judgment exercised by the parties to 
the bargain, but for many years all im- 
portant mergers have worked out well. 

Among the advantages have been, 
(1) Greater prestige, attracting new 
and important business; (2) Increased 
diversification of credit risks; (3) Ac- 
quisition of strategic banking sites; 
(4) Consolidating the services of exe- 
cutive personnels, highly trained and 
specialized ; (5) Adding bank directors 
of distinct importance; (6) ‘The legal 
ability to make larger loans and there- 
by participate in larger deals, both 
domestic and foreign; (7) Greater con- 
fidence of the public, thereby attracting 
increased fiduciary as well as banking 
business; (8) Decreasing of expense 
per unit of business, in such cost items 
as rent, salaries, etc. 

Bigger business demands _ bigger 
banks. “In Union there is Strength,” 
applies to all properly planned bank 
mergers. 


The Bunkers Club 


For the past two years the athletic 
activities of the Philadelphia office have 
languished. Last year both weather 
and work prevented the playing of the 
matches in the tennis tournament, while 
during the present season the staff 


members have been so widely scattered 
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that it was not feasible to arrange dates 
for the several matches. 

The Bunkers Club, however, which 
had not functioned 1925 sud- 
denly decided to hold a tournament on 
the afternoons of October 17th and 
18th, to play for the Hood Cup and 
other emoluments. By selecting dates 
near the middle of the month the tour- 
nament committee expected that a 
goodly number could participate, but 
when the time arrived it was found that 
some had entered 
were unable to play because of press- 
ing engagements elsewhere. 


since 


ten members who 


However, on October 17th thirteen 
men and three ladies took the field on 
the west course of the Merion Cricket 
Club and on the following day the 
donor of the cup joined the forces. 
The results obtained are a fine illus- 
tration of what can be accomplished by 
determination and cooperation. <A 
total of 4,007 strokes were rolled up, 
an average of 121.424 per round and 
6.746 per hole. No tournament of 
the present season has come to our 
notice which in any way approached 
such a magnificent showing. 

Because the fairways had been seri- 
ously damaged during the summer, the 
players were permitted to move their 
balls out of Following the 
prevailing tendency of the times, it is 
whispered that a rather liberal inter- 
pretation was given in some quarters 


hollows. 


of the permission to “improve the lie,” 
and that the use of pegs was found to 
afford a very satisfactory “improve- 
ment.” 

It is noteworthy that the Hood Cup 
has always been won by a member of 
the handicap committee and this year’s 


result is no exception. <A lively cam- 


paign for places on the committee is 
anticipated in 1929. 

In addition to the Hood Cup, prizes 
were awarded for low gross and low 
net scores for each day and the two 
days’ play, as well as kickers’ handicap, 
only one prize going to any one com- 
petitor. The awards were as follows: 


Hood Cup, to be held one 


ra watt ess leeoreos ae F.S. Metzler 
For low L2Tross score 2 

GAS! COED! a6 asi on eemek FF. S. Metzler 
For low gross score, Oc 

a a lr. E. Ross 
For low net score, Octo 

SL: a es or ee A. K. Fischer 
For low gross score, Oc- 

tober IGG 5.6 sce csccwaed J. J. Pugh 
For low net score, Octo 

ber 18th C. A. Anderson 


cH. E. Nelson 
For kickers’ handicap, tied? W. F. McKenney 
H. I. Sohner 


The ladies competed for prizes given 


by Mrs. T. Edward Ross, with the fol- 
lowing result: 


For low gross score....Miss M. E. Russell 
For low net score.........Miss I. A. Feenie 
Consolation ..............Miss C. Murdoch 


The tournament was followed by a 


dinner at the club house at which 
time the prizes were presented. 
The scores follow: 

LB. S.. Metelers .csccasn 73 — 16 = 157 
Bi. Nic Res, IES scsiwa Wiser s 176 — 10 = 166 
3. C. A. Anderson....... 217 — 46 = 171 
4. A. K. Fischer:.:.........205 — 32 = 173 
ae ee ar 186 — 10 = 176 
6. H. 1. Sohner.............212 — 32 = 1890 
Fe AT Pci cic Since 181 — 0 = 181 
S. U..D: Rankan.....02... 216 — 24 = 192 
ea, ar 249 — 56 = 193 
10. F. R. Bloomburg...... 241 — 34 = 207 
11. W. F. McKenney.....275 — 60 = 215 
12. HE... Nelson...............276 — 56 = 27 
a Se ae 290 — 60 = 230 
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Some Thoughts on Petty Cash Accounts 


By N. B. 


vew 2 


It is probably poor consolation to 
the victim of a defalcation to tell him 
that \uditing 
Theory and Practice tells one how to 


Colonel Montgomery’s 


detect or prevent defalcations ; 
The fact that 
the victim is incapable of giving the 
matter his personal attention is no 


never- 
theless such is the case. 


excuse; he probably does not fix his 
own teeth or prescribe his own glasses 
either. There is an old the 
effect that “a man who acts as his own 
lawyer has a fool for a client.” A 


saw to 


business man who attempts to audit the 
records of his own business or who 
dictates to an auditor as to how the 
latter should satisfy himself as to the 
integrity of the accounts is in very 
much the same situation. In extenua- 
tion, let it be said for the business man 
that the selection of an accountant re- 
quires more than a ouija board or a 
divining rod and he has to discover 
this fact for himself. 

. am moved to these reflections be- 
cause a defalcation came to my atten- 
tion a which I had 
seen effected through the same means 


few weeks ago 
some seventeen years previously. The 
means by which the fraud was_per- 
petrated in each instance was a petty- 
cash bank account. 

In the earlier case, the superintendent 
of a water was allowed to 
carry a fund in a company bank ac- 
count, against which he could 
[ found out that he was making 
sales of slightly used water meters 
\this was a water company selling to 


company 
alone 


draw. 


the homes in several townships) and 
other supplies, depositing the checks 
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“ork Office 


in the petty cash bank account and then 
withdrawing the amounts so deposited. 
As I recall it, this company’s accounts 
had never been audited previously. 
Incidentally, this man did a lot of other 
things proscribed rather than prescribed 
by sound ethics, but | merely touch here 
on the abuse of the petty-cash bank 
account, 

In the more recent case to which | 
refer, the plant was located a good 
distance away from the city in which 
the principal officers were located. The 
superintendent at the plant 
lowed a petty-cash bank account aver- 
He had 


to go abroad and he left with the cash- 


was. al- 
aging a few hundred dollars. 


ier a number of signed checks in blank. 
It should be stated that the 
kept the general books and the cus- 
tomers’ connection with 
which see Colonel Montgomery's “Au- 
diting Theory and Practice’—Fourth 
Revised Edition—pages 70, 98 and 525. 
The cashier had recently started that 
old game of holding out cash collec- 
which 
covering up 


cashier 


ledgers; in 


were consider- 
with 
from other accounts, commonly known 
among the illuminati in the accounting 
profession as “lapping.” 


tions (some of 


able) and checks 


This cashier had about reached the 
end of his tether when, as before men- 
tioned, the manager went abroad, leav- 
osten- 
sibly harmless petty-cash bank account. 
The cashier pre weeded to do that with 
which Kipling charged the poet Homer, 
“What he thought he might require 
he went and took Thenceforth, 
customers’ checks found their way into 


ing blank signed checks on the 





LRBF MJ OURNAL 19 





the petty cash bank account and identi- 
cal amounts were just as promptly 
withdrawn. 

A proper system of internal check 
would probably have prevented the de- 
falcation, and thus saved several thou- 
sands of dollars to the concern, as the 
cashier was not bonded. The trouble 
is that the obvious seems to receive no 
consideration today, despite the fact 
that in no respect have fundamentals 
been changed by modern invention. 
The accountant is really enunciating 
old established 
guards in more up-to-date language. 
A certain professor of ancient history 
defended his use of modern language 
in quoting the 
“Maybe the ancients did not consider 


principles and sate- 


ancients by saying 
themselves so ancient”; maybe the old- 
timers’ experiences in accounting are 
worth very careful study. 

The audit procedure necessary to 
detect the practices referred to offers 
no difficulties. It is highly important, 
however, that greater safeguards be in- 
stituted in order to meet the tendency 
(much to be deplored) on the part of 
business men towards detailed 
auditing in their arrangements with 
their auditors. Richard’s ‘for 
want of a nail the shoe was lost,” 
comes at once to mind. 

The following suggestions might be 
considered in the normal case; in ex- 
traordinary cases the matter would re- 
quire special study. 


less 


| OK iT 


Cel... 


If it is essential that a petty cash (or 
working fund) bank account be kept, 
the bank should be instructed to accept 
for deposit to the credit of such ac- 
count only checks drawn to the order 
of such bank and signed by certain ofh- 
cers of the company. In any event, 
the monthly bank statements with paid 
checks should be sent directly to the 
client's head office by the bank. 


With respect to the audit of such a 
bank account, it should be possible to 
test in a balance sheet audit) 
the integrity thereof by comparing a 
number of the deposits with the vouch- 
ers covering petty cash disbursements. 
In any case in which the auditor finds 


(even 


such an account, his resourcefulness 
will not lack opportunity to assert 
itself. 


Expansion of Clientele 


(Continued from page 7) 


qualifications and breadth of acquain- 
tance as and moral 
The ability to win lik- 
ing and, through liking, to win con- 
fidence, is as valuable to the accountant 
as to any other professional or busi- 
ness man. 
fruits, 


well as technical 


qualifications. 


In order to yield its fullest 
there must, however, be a com- 
bination of personal acceptability and 
technical ability because a business re- 
lationship, engaged in with no other 
basis than personal liking and without 
real service and professional ability, is 
on a weak foundation. 

Clientele =Through 
Work coming to us under specific in- 
structions of a third party constitutes. 
not so much “new clientele” 
opportunity’. A banker or other in- 
terested party may wish his customers 


Tnstructions. 


as a “new 


or clients to use a specific accounting 
firm which may not be known to such 
customer or client. 
Being an opportunity 
than an 


for, rather 
addition to 
clientele, it behooves us to exert our- 
selves all the more to make the most 
of the opportunity and by excellence 
of work and diplomacy in contact to 
win the confidence of the client with 
whom the contact has come through a 
third party. 


accomplished, 
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National Tax Conference 


By E. 


The twenty-first annual conference 
under the direction of the National Tax 
\ssociation held recently at 
Seattle, Washington. 

There was a quite unusual absence 


Was 


in the proceedings of the conference 
of new questions or questions regard- 
ing which there was occasion for any 
excitement among the members of the 
conference. In years past such mat- 
ters as the sales tax, the controversy 
between the states and the federal gov- 
ernment to ot 
and the conflict between the national 


as use the estate tax, 
banks and state taxing systems have 
produced heated sessions, sometimes 
lasting well into the night. 


the existence of most of the old vexa- 


This year 


tious problems was recognized, for few 
of them are solved, but nobody had 
to offer 
seemed extremely worried about the 
of the 
adoption of 
not using it 
urged 


any panacea and nobody 
solutions 
In 


the income tax by states 


absence of gravest 


problems. years past 
a 
Of late, 
however, there seems to be more doubt 
about the helpfulness of income taxes 
in the adjustment of the tax systems of 


has often been ardently 


as 


solution of local difficulties. 


the various states. 

Everybody is in agreement in regard 
to the of the situation 
created by the rapidly mounting volume 
of state and municipal expenditures 
but other at Seattle in 
1928 nobody seemed to -feel that the 


seriousness 


somehow or 
country was going bankrupt or that 
as a general proposition local expendi- 
tures should be drastically reduced. 
Everybody seemed to realize that a 


W AKEFIELD 


prosperous country like the United 
States must spend a vast amount on 
government and that the real problem is 
Wise expenditure of funds raised under 
systems of taxation which are shaped 
to spread the burden in each locality 
in accordance with conditions peculiar 
to such locality. 

To any one somewhat familiar with 
the different parts of the United States 
and the taxation systems in use, the 
the conference are 
tremely interesting in the view which 
they give of social, industrial and politi- 
cal conditions over the country. The 
held on the Pacific 
coast, naturally furnished opportunity 
for airing the difficulties of the coast 
Any one traveling about those 
states and hearing of them through 
residents is bound to be impressed with 


meetings ot ex- 


recent meeting, 


states. 


the courage and energy with which un- 
dertakings for education, 
bridges, irrigation and such needs of 
the community, involving tremendous 
expense, are undertaken. 

In New England taxpayers groan 


roads, 


and feel that the burden is almost in- 
tolerable when local taxes get as high 
$30.00 or $40.00 per thousand. 
Apparently a rate as high as $75.00 
a thousand seems no worse to the in- 
habitants the states. They 
want what they want and intend to 
have it and pay for it, but they are 
waking up to the fact that the old 


as 


of coast 


system of raising most of the revenues 
from local taxes on real estate and other 
property locally owned has very de- 
cided limitations. Furthermore, with 
their ideas 


advanced as to lodging 
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nearly all power, at least theoretically, 
in the people, they are apparently ready 
to submit all kinds of tax questions to 
popular vote, no matter how embar- 
rassing the results may be when some 
relatively small part of the community 
succeeds in making its propaganda so 
effective that it the whole 
community burdens disproportionate to 
the benefits received. 


wishes on 


Any one from 
the older parts of the country attend- 
ing the meetings at Seattle got a fresh 
impression of the inadvisability of try- 
ing to settle all kinds of social, eco- 
nomic and political questions by “town 
meeting” procedure. However, young 
and healthy communities, like young 
and healthy individuals, can stand a 
great deal of hardship and still grow 
and flourish. 

The older central and eastern parts 
of the country, such as New York, 
Massachusetts, \rkansas and 
Texas, indicated the difficulty of their 
problems by the fact that numerous 
commissions, usually appointed by the 


lowa, 


state legislatures or chief executives, 
are at present engaged in the study 
of the taxation systems of their states 
with a view to revenues 
but also with a view to equalizing 
the burdens of taxation. Through- 
out the country, however, such special 


increasing 


students of tax problems seem agreed 
that some means of limitation of ex- 
penditure is the only hopeful line of 
permanent improvement. Again, how- 
ever, the general attitude of prosperous 
willingness to spend money for a fair 
return is made evident throughout the 
country by the reports of the various 
forced to con- 
clude, after listening to discussions in 


commissions. (ne is 
the recent conference and earlier con- 
ferences, that variations of the prob- 
lems and of the solutions offered are to 
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be expected but that substantially the 
same difficulty of trying to provide 
adequately for rich and growing com- 
munities, without a burden too severe 
for our economic structure, is going 
to continue year after year no matter 
what the particular tax laws of any 
state happen to be at a given time. 

More and more, those interested in 
tax problems seem to be realizing that 
simplicity in taxation systems, whether 
federal, state or local, is possible only 
in a very limited degree in such a great 
country as the United States. The 
representative of the Secretary of the 
Treasury, who spoke at the conference, 
recognized that greater simplification 
of the federal income tax law and pro- 
cedure is possible only in a relative and 
not in an absolute sense. Similarly 
the committees reporting on the use of 
income taxes in the states, the relation 
of state tax systems to the federal sys- 
tem, particularly as affecting national 
banks in their competition with state 
banks and other such business agencies, 
all recognize that the problems involved 
are too complicated for easy or simple 
solution. 

It is that the man in the 
street, and the men and women with. 
the franchise in this country, must 
more and more rely on the specialized 
activities of 


evident 


various agencies, repre- 
sented in national tax conferences and 
similar organizations, for progress in 
the principles and methods of raising 
revenue. The conferences under the 
direction of the National Tax 
ciation are always made up of very 
representative gatherings of the best 


Asso- 


informed elements in the community, 
including tax administrators, members 
of university faculties, 
lawyers and accountants representing 


and _ college 


(Continued on page 22) 

















Retail Accounting 


ry jf ’ ( 
(Contuiite oO} age ) 


opment of retail accounting along mod- 


ern and scientific lines, has a consid- 
erable amount of data accumulated 
from published reports, accounting, 
trade and retail publications, with 


respect to a wide variety of problems 


in which retailers generally are inter- 


ested. This data is now being classi- 
fied and indexed so that it will be 
available for our other offices as well. 


Keynote of Conference: Perhaps the 
conference can best be summarized by 
stating that its keynote was the devel- 
opment that is not only possible, but, 
the 
retail accounting and auditing done by 
the firm. 


It was emphasized that on the one 


in a large measure, called for in 


hand it was highly desirable that as 
accountants we avoid becoming over- 
detail in connection 
but also that, on 


the other hand, we should bring to our 


whelmed with 


with retail auditing, 


work such a degree of specialized 
knowledge as will enable us to be of 


the greatest service to clients. 


Refund Claims Should Be Filed 
for Additional Depreciation 
and Depletion 


new entity is being taxed on its cap- 
ital. 
in this article to discuss in detail all 


It is neither proper nor necessary 


of the reasons why, in the opinion of 
the writer, Congress does not have the 

limit the the 
The primary purpose of this 


power to cost of new 
entity. 


article is to emphasize that there ts 
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grave doubt about this question and 
that steps should be taken to protect 
while the 
the 


the interests of our clients 


question is being tested before 
courts. 

Refund claims should be filed before 
the expiration of the statutory period 
The period varies from 
two to four years, from the date of 


fixed by law. 


payment of the tax, depending on the 
law under which the return was filed. 
The claims for refund should set forth 
clearly that the taxpayer claims depre- 
ciation or depletion on the basis of cost 
to it on the date the new entity ac- 
quired the property, and that Congress 
has no power to tax the taxpayer on 
something which is not income. The 
claims should attached to them 
schedules showing the correct depre- 
ciation or depletion. 

If these claims are rejected by the 
lreasury before the courts have passed 
upon the question, clients should be 
advised to consult their lawyers about 
instituting suit to further protect their 
rights. Generally speaking, suit must 
be instituted within two years after the 
rejection of the claim for refund. 


have 


National Tax Conference 


(Continued from page 21) 


a very large variety of business inter- 
ests, and others with special knowledge 
of tax problems. It is suggested that 
a larger number of the members of the 
LL. R. B. & M. organization would find 
it both interesting and profitable to be 
members of the National 
ciation or, at any rate regularly to look 
over the bulletins, reports of tax pro- 
ceedings, and other literature, which 
are furnished to the members and are 
accessible in our libraries. 


Tax Asso- 








Notes 


At the evening session of the Oc- 
tober all day meeting of the New York 
State Society of Certified Public Ac 
countants, Montgomery ad- 
dressed the society on “What Does the 
Future Hold for Accountants in Tax 
Service ?” 


Colonel 


At the afternoon session, which was 
devoted to the subject of “Account- 
ants’ Responsibility for Inventory Veri- 
fication,” Mr. Staub 
members who had been requested to 
initiate the following the 
papers read by Mr. C. O. Wellington 
and Mr. M. E. 


was one of the 


discussion 


Peloubet. 


It is always a pleasure to note the 
success attained by those members of 
our organization who pass the C. P 
\. examinations. At the New York 
examinations held in May of this vear 
Messrs. Jennings, Mahony and Park 
passed all four subjects. Messrs. Car- 
son and Kettenburg, who had at previ- 
ous examinations passed three subjects, 
have now completed the fourth sub- 
ject. Messrs. Ambler, Ives and Winter 
passed in three subjects. 

The JourNAL will be glad to note 
the similar success of members of the 
staff at other offices, if the necessary 
information is sent to the editor at the 
New York office. 


The September issue of the Mining 
Congress Journal contains an article by 
Mr. Staub, entitled “The New Tax 
Law.” Mr. Staub has for some years 
past been a member of the general 
taxation committee of the 
Mining Congress. 


American 


Mr. Emil Fischer, our correspondent 
in Tientsin, China, recently paid a visit 
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He cut Nellie 
“around the 
world in eighty days” by almost 40 per 


York office. 
Bly’s famous record of 


to our New 


cent. lle took fi ity days to make the 
circuit of the globe, coming across the 
Pacific to the United States, across the 
\tlantic to Europe, by airplane from 
and atter two 


days there again by airplane to Siberia. 


Germany to \loscow 
The fiftv days included time spent in 
the United States and Germany so that 
the actual traveling time was much less 
than the fifty days elapsed time. 


Does the World Owe Me a Living? 

“All business as 
particularly those 
which embrace the 


now conducted 


lines of business 


so-called industries 


—requires specialized training and 
technical education, in fact so much 
scientific knowledge that the distinct- 


ive line between ‘business’ and ‘profes- 
sion’ is fast disappearing. 

“Any one who achieve 
success, even the average, must know 
more, or 


hopes to 


as much, about some 
other 


at least 
and not 
how to do 


one thing as any one, 


only know, but know 
and how to utilize his experience and 
knowledge for the benefit of others. 
“The crying evil of the young man 
who enters the business world today is 
the 


and 


lack of application, preparation, 
thoroughness, with ambition but 
without the willingness to struggle to 
gain his Mental and 
physical strength comes only through 


desired end. 
the exercise and working of mind and 
body. 

“There is too little idea of personal 
responsibility ; too much of ‘the world 
owes me a living, forgetting that if 
the world does owe you a living you 
yourself must be your own collector.” 


The odore N. ail. 
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\n Accounting Record More Than 4,000 Years Old 


o 


In the days when Ur of the Chaldees was a thriving city, a weaving 
factory was operated as an adjunct of the temple. This tablet, which was 
found at Ur by the Joint Expedition of the British Museum and the 
Museum of the University of Pennsylvania to. Mesopotamia, records the 
ions of 98 women slaves and 63 children, who worked in the factory 
month of Ezenmakh of the year “after that when Ibi-sin, 
(2208-2183 B. C.) built the great walls of Nippur and Ur”. 


ri 
during the 
King of Ur 
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